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SUMMARY AND INTRODUCTION 


Singapore has been able to maintain an enviably high economic growth rate thus 
far in 1982, in the face of a persistent worldwide recession. This is 
remarkable, given the country's overwhelming dependence on foreign trade. 
Nonetheless, this year's economic performance is a departure from the 
country's accustomed boom rates of growth. Real gross domestic product (GDP) 
grew at a 6.5 percent oop rate over the first three quarters, down from 9.9 
percent for all of 1981.1/ More happily, the inflation rate fell to less 
than half 1981's rate. Unemployment increased but remained low. The external 
sector was quite sluggish; exports grew only 0.7 percent through September, 
versus 6.8 percent for all of 1981. Capital inflows have also slowed 
somewhat, but the capital account and overall balance of payments will remain 
comfortably in surplus. Foreign reserves were up by 13 percent in June, in 
Singapore dollar terms. The Singapore dollar dropped somewhat against the 
U.S. dollar but gained against other major currencies. The Government of 
Singapore has adopted a moderately expansionary policy to maintain domestic 
demand and should be able to maintain economic growth of 5.0 to 6.0 percent 
over the next year or so. Sustaining or improving on this growth rate will 
depend upon economic recovery in the United States and the other industrial 
economies. 


1/ This and all other growth rates in the text refer to growth 
measured in Singapore dollars, which is different from growth 
in U.S. dollars because of exchange rate changes. 


NOTE: This report was prepared in November 1982. 





ECONOMIC PERFORMANCE IN 1982 


SINGAPORE DECELERATES: Singapore's economy, among the most adaptable and 

well managed to be found anywhere, began to feel the effects of the world 
recession during the first half of 1982. Singapore's economic miracle has not 
come to a halt, nor does it appear likely to do so. However, the economy's 
performance over the first six to nine months of the year recorded a notable 
Slowdown from the heady growth of the past decade. Even so, most of 
Singapore's economic indicators remain at enviably high levels, and the 
country is better-positioned to bridge this trough than are many other 
nations. This report covers the first half of the year or, where data are 
available, the first three quarters. 


The growth of Singapore's economy has been one of the most remarkable success 
stories of the past 20 years. Led by the expansion of 
internationally-orientated manufacturing and services, real Gross Domestic 
Product (GDP) grew at an average rate of more than nine percent during the 
1970's. Real growth actually accelerated to S.8 percent during the period 
1979-1981. In 1982, however, annual GDP growth slipped to 6.8 percent over 
the first two quarters, compared with the corresponding period in 1981, and 
fell further in the third quarter to a 6.5% annual rate. Contributing most to 
this slowdown was the weakness of the manufacturing and trade sectors. These 
developments were inevitable, in view of the country's basic reliance on 
foreign trade, the persistence of the recession among its trading partners, 
and the consequent general retraction in world trade. It should be noted 
that, in 1981, known merchandise exports equaled some 175 percent of current 
GDP, a typical outcome for Singapore. The actual ratio was certainly higher 
because Singapore does not publish data on its considerable trade with 
Indonesia. 


Foreign trade continued to grow in the first three quarters, but at a 
declining rate. The growth in merchandise exports continued a trend begun 
last year, falling to an annual rate of 0.7 percent compared with 1981's first 
three quarters. Exports had grown by 6.8 percent last year and had chalked up 
an explosive 26 percent average annual growth during 1977-1980. Total foreign 
trade was up by only 0.3 percent, compared to an average rate of 6.7 percent 
over the previous three years. Imports through the first three quarters grew 
at a 3.3 percent rate over the 1981' period, reaching US $21.2 biliion 
(c.i.f.). As a consequence, the customary merchandise trade deficit totalled 
some US $5.6 billion for the first three quarters, up 11.7 percent over the 
same period a year ago. Current account figures are not yet krown for the 
first half, but income from the provision of port services, financial 
services, tourism and other "invisibles" usually offset a large portion of the 
merchandise trade deficit. Capital inflows and a consistent but unreported 
trade surplus with Indonesia typically give Singapore a healthy surplus on a 
balance of payments basis. This surplus reached US $917 million in 1981 but 
should be substantially lower this year. Official foreign reserves, made up 
chiefly of gold and foreign exchange held in high-quality short-term official 
instruments, rose to US $7.7 billion by mid-year, an increase of 13 percent 





over 1981. The actual value of the reserves may be higher, since the 
Government does not publish data on the proportion made up of gold or the 
valuation of its gold stocks. 


These trade developments are accounted for by the continued softness or 
outright contraction of demand in Singapore's largest export markets 
(Malaysia, the United States, Japan, the European Community, and Indonesia) 
and by the strengthening of the Singapore dollar against most major 
currencies, except for the U.S. dollar, over the past three quarters. 


This weakness in the external sector produced a deterioration in the 
manufacturing sector, where most of the output is dedicated to foreign 
markets. Production in the manufacturing sector grew at an annual rate of 
only 2.9 percent in the first quarter, compared with a rate of 9.4 percent for 
all of 1981. It then declined at a rate of -4.7 percent in the second quarter 
and -7.3 percent in the third, the first such actual declines since 1976. As 
is described in more detail below, this contraction was predominantly in the 
electronic equipment, transportation equipment and oil rig, and petroleum 
product industries. Perhaps more indicative of future trends is the fact that 
the softness in current production and trade was paralleled by what appears to 
be at least a temporary slowing of new investment in manufacturing. Total net 
investment commitments in manufacturing had increased at an average annual 
rate of 52 percent during 1978-1981, with commitments from fcreign investors 
growing by 44 percent. This year, however, total net commitments in this area 
were down by 22 percent for the first three quarters, and foreign investment 
commitments dropped 24 percent. Moreover, while new investment in production 
facilities is a notoriously "lumpy" phenomenon, the quarter-to-quarter decline 
in foreign investment commitments was steady throughout the year. A 
meaningful portion of this decline may be attributable to the general 
stagnation of profitability and new investment among U.S. industries, since 
the U.S. is the largest single source of foreign investment in Singapore. 

Some portion may also be explained, however, by the fact that Singapore has 
deliberately increased its labor costs in its drive to shift into higher 
technology industries, and by the effects on local production costs of the 
Singapore dollar's appreciation against many major currencies. 


COPING WITH THE SLOWDOWN: Price behavior, which had been moderate in 1981, 
Showed considerable improvement in the first half of 1982. The consumer price 
index (CPI), which rose 10.4 percent in 1981 (8.2% by some measures), was up 


only 3.7 percent in the first half versus the comparable period of 1981. In 
fact, from December 1981 through June 1982, it declined slightly, by 0.2 
percent. Most of the major components of the index (clothing, housing, and 
communications) held steady, while food (46.9 percent of the index by weight) 
dropped 1.5 percent from December through June. The wholesale price index 
(WPI) in the first half continued a decline begun last year, falling 5.2 
percent since June 1981 and 1.3 percent since December. Contributing most to 





this drop were softening prices for crude materials (11 percent of the index), 
fossil fuels (18 percent), and manufactured goods (21 percent). The principal 
deflationary influences on prices were: (1) the continuing glut on the world 
crude petroleum market; (2) similar weakness in the markets for most primary 
commodities, such as natural rubber and timber; (3) ample food harvests in 
neighboring Asian sources of supply; (4) softness in local real estate prices; 
and (5) the general slowdown in the local economy. The generally strong 
performance of the Singapore dollar also helped to moderate import price 
increases. 


Monetary policy during the first half reflected the deceleration of real 
activity. The Monetary Authority of Singapore (MAS), which performs most of 
the functions of a central bank, does not exclusively emphasize either set 
growth rates in the money supply or interest rates as policy tools: capital 
inflows or outflows can readily offset the effects of monetary policy in a 
country of this size. This is difficult to track, however, because capital 
account data are published only annually. 


Through June 1982, Ml rose 11.8 percent over the preceding June. From 
Decerber 1981 through June 1982, it rose only 2.3 percent, yielding an 
extrapolated annual rate of increase of 4.7 percent. M2 was up 11.2 percent 
over June 1981, compared with an increase of 22.4 percent for all of calendar 
1982. M2 actually contracted by 0.7 percent from December 1981 through June 
1982. The slower growth rate in the general economy was reflected in a slower 
growth in the demand for credit. Bank lending to the private sector was 
Singapore $1.2 billion in the first half of 1982, a decrease of 45.8 percent 
over 1981's first half. For all of 1981, such lending had risen by 22 
percent, and the average annual increase during 1979-1981 was 51.3 percent. 
Increases in net external assets also contributed less to the growth in Ml 
during the period, adding only Singapore $861 million to the money supply. 
This was a decline of nearly 4.0 percent from the level of such capital 
inflows in the first half of 1981. Deposits of the public sector with banks 
subtracted some Singapore $2.0 billion from MI during the First half of the 
year. This was about 2.0 percent more than was subtracted during 1981's first 
half. However, official fiscal policy seems to have been somewhat less 
contractionary than in that earlier period. The drain from Ml represented by 
government deposits less bank lending to the government was up by some 16 
percent during the first two quarters, compared with the same period a year 
ago. This drag on Ml's growth had increased about 41 percent over the whole 
of 1981. 


The MAS is also reported to have intervened frequently throughout this year to 
keep liquidity up and to reduce any upward pressure on interest rates, as part 
of a deliberate counter-cyclical policy. This policy was constrained, 
however, by the necessity earlier in the year to avoid any pronounced widening 
of interest rate differentials vis-a-vis U.S. financial markets. In any 
event, less vigorous domestic demand for credit and the subsequent general 





fall in interest rates in the U.S. and the Eurocurrency markets produced a 
corresponding fall in interest rates from their historical 1981 highs: 


1981 1981 1981 1982 1982 1982 
(end of period) June Sept. Dec. March June Sept. 


3-month inter- 
bank 


12.00 13.19 7-5 8.63 9.25 7.75 
Prime Rate 13.40 14.53 11.83 9.98 10.98 10.03 


3-month SIBOR 
(Euro-Dollars) 18.69 16.50 14.38 15.44 16.69 11.88 


S$/US$ (average 
for period) 2.1448 2.1461 2.0516 2.1198 2.1370 2.1655 


Source: Monetary Authority of Singapore 


The Singapore dollar showed considerable strength during the first three 
quarters of the year. Against the U.S. dollar, the Singapore currency 
depreciated along an irregular path, dropping about six percent from the end 
of 1981 through September 1982. Against the currencies of other major trading 
countries, however, the Singapore dollar followed the U.S. dollar up. Its 
ae through mid-November against various currencies was: Deutschemark 

-9 percent; Yen : 13.3 percent; Australian dollar : 11.7 percent; French _ 
Pranc : 18.4 percent; Sterling : 8.6 percent. The MAS was reported to have 
intervened during the year to lower the local currency against the U.S. dollar 
in order to moderate any deterioration of Singapore's export price 
competitiveness. The Singapore dollar also lost support because of the 
mentioned slackening of some capital flows and direct foreign investment, 
weaker demand for credit, and relative slackness on the local property and 
stock markets. 


Some of these. trends may have begun to reverse themselves after mid-year, 
however. There were some signs that, in the wake of U.K. Prime Minister 
Margaret Thatcher's visit to China and Hong Kong, at least some capital was 
flowing from Hong Kong to Singapore and going into money market instruments, 
the stock market, and the property market. The Singapore stock market also 
picked up steadily after August, responding to the turnaround on Wall Street. 


In an effort to carry the economy through what is hoped will be only a pause, 
the Government of Singapore introduced a moderately expansionary budget for 
the fiscal year running from April 1982 through March 1983. Overall 





government expenditures are set to rise 29.3 percent over the 1981-1982 fiscal 
year, to US $5.8 billion (43 percent of GDP). With revenue estimated to rise 
only about one percent, the deficit is expected to rise some 66 percent, to 
about US $1.4 billion. The shortfall will be covered by drawdowns from the 
government's Development Fund and foreign reserves and by domestic borrowing. 
The government will continue to eschew large-scale foreign borrowing; the 
external public debt amounted to only US $425 million at the end of June, 
continuing a steady four-year decline. 


The government's strategy in dealing with the economic pause concentrates on 
maintaining domestic demand and investment to compensate for the external 
sector's weakness, and on continuing to retrain the work force and to 
restructure the economy to lay the basis for future growth. The Government 
has refined a comprehensive set of tax incentives and other inducements, 
administered by the Economic Development Board, to attract new investment by 
industries in the high-growth sectors of the next decade: computers and 
peripheral equipment, industrial electronics, precision engineering, aviation 
components and servicing, medical equipment, and the petrochemical industry. 
The Government also hopes to establish Singapore as a regional software center 
by the end of the decade, and to that end has encouraged a recent explosion of 
software firms. Manufacturers are also being offered rapid depreciation and 
other benefits to invest in production automation and robotics to boost 
productivity. 


Development expenditures in this year's budget are to rise by 36 percent, 
compared to 22 percent for current operating expenditures. Education and 
training are receiving a 40 percent boost in both the development and 
operating expenditure budgets, as part of an ambitious effort to increase the 
supply of skilled manpower to man high-technology manufacturing and service 
industries. Housing expenditures are up by 52 percent, kicking off a drive to 
expand the production at public housing units by 75 percent and build 58,000 
such apartments by 1984. Development outlays for industrial and commercial 
infrastructure have also been raised substantially. The government hopes to 
keep the local construction sector operating in high gear through the increase 
in housing and other major projects. More dramatic than the housing program 
was the decision to advance the beginning of construction of a US $2.4 billion 
mass rapid transit system (MRT) by more than a year. Ground will be broken on 
the first segment of this system late in 1983 and the project is expected to 
help keep construction activity booming for most of the 80's. The contract 
for the crucial design engineering and coordination phase of this massive 
project was recently awarded to a U.S. consortium formed by De Leuw Cather and 
Wilbur Smith. Large capital outlays will also be made to upgrade local port 
facilities, expand the already-impressive Changi International Airport, and 
keep the country's highly developed telecommunications facilities equipped 
with the best new technology. This parallels heavy activity already under 
way in construction of major hotel and office projects, some of which is 
wholly or partly government -sponsored. 





THE ECONOMIC OUTLOOK 


The Government of Singapore has consistently predicted a reduction in real 
growth rates each year for the past few years. In 1982, reality has finally 
caught up with the official cautionary view. The general range of predictions 
entertained by experienced observers for real GDP growth for this year runs 
from 4.0 percent to 6.5 percent. A final outcome in the neighborhood of 6.0 
percent would not be surprising. Key components of the economy appear to have 
weakened further since the first half. Minor layoffs in some important 
manufacturing sectors have not abated, and exports are now reported officially 
to have fallen by 4.4 percent in the third quarter versus a year ago. The 
latest Government quarterly survey of business expectations also shows a 
decided drop in the proportion of firms expecting a pickup in business 
conditions in the near term. Managers of manufacturing operations which serve 
the U.S. market, particularly in the electronics and consumer appliance 
sectors, detect no signs of a recovery in orders over the next quarter. 


The most that can be said with confidence concerning the prospects for 
improvement in 1983 is that they are uncertain. The duration and severity of 
Singapore's economic deceleration ("recession" is still too strong a word for 
recent developments : Singapore has had net growth which would be welcomed in 
many countries) will depend almost wholly on the success of the United States 
and the other industrialized countries in forging a strong, sustained 
recovery. If general world demand and trade remain flat, the Government 
probably can sustain real growth rates of from five to six percent with its 
present fiscal and monetary tools for at least the coming year or two. 
However, a return to the steeper growth path of the past ten years does not 
appear to be in the cards until and unless real activity picks up in 
Singapore's principal markets. Because Singapore's economy generally is 
thought to lag six to nine months behind the United States business cycle, 
significant reacceleration seems unlikely here before late 1983 or 1984 under 
the most optimistic assumptions. 


SECTORAL DEVELOPMENTS 


MANUFACTURING: Declining export orders from the EEC and the United States 
offset an increase of domestic exports to Japan and most neighboring 
countries, causing production to drop by 5.2 percent in the second quarter and 
7.3 percent in the third, compared with 1981. 


The electronics industry, manufacturing's largest subsector in terms of 
value-added and employment, has done poorly since the last quarter of 1981. 
Hardest hit were the consumer electronics firms, with some running at half 
their capacity. Falling consumer demand abroad, coupled with rising local 
labor costs contributed to an increase in layoffs and the shifting of some 
simple assembly plants to lower-cost neighboring countries. On the other 





hand, a steady inflow of computer hardware manufacturers, encouraged by the 
Government, has prompted component manufacturers to diversify into more 
capital-intensive industrial electronic components. 


Other struggling subsectors included transportation equipment, textiles and 
footwear, leather and wood products, and electrical apparatus. 


Past orders kept oil-drilling rig builders busy until the first quarter of 
1982. With only three or four new rig orders received so far this year, 
versus 30 to 35 annually in the past, and a 50 percent drop in ship repair 
work during the first half, activity in the marine industry declined in the 
second quarter and holds the prospect of continuing to do so. Oil-rig 
builders were hit by soft oil prices and an over-supply of rigs. The 
Situation was further compounded by the Government's temporary suspension of 
fixed-rate export financing for oil-rig construction, and a subsequent 50 
percent reduction of the credit limit (to Singapore $10 million) when the 
financing scheme was re-introduced. 


Although Singapore's five petroleum refineries continued to operate below 
their combined rated capacity of I-I million barrels per day, production was 
maintained at profitable levels while refineries elsewhere, faced by a glut of 
refining capacity, were running at a loss. The ability of local refineries to 
handle a variety of products efficiently pushed production up, albeit at a 
much lower rate (0.5 percent according to the Index of Industrial Production) 


during the second quarter. In addition, the local refineries benefited from 
their diversified oil export market, Singapore's strategic geographical 
location, and growing oil consumption in ASEAN countries. During the first 
six months, Singapore's imports of crude rose by 6.6 percent to 16.1 million 
tons (trade with Indonesia excluded), while its value reached US $4.1 billion, 
up 0.1 percent. Saudi Arabia remained the single largest supplier, providing 
63.4 percent of all crude imports. Third-party processing for Indonesia and 
Malaysia continued unabated. However, this source of demand will be reduced 
after expansion programs by Indonesian and Malaysian refineries are completed 
within the next three to five years. To maintain satisfactory operational 
levels in the future, the local refineries continue to re-invest heavily in 
more sophisticated facilities which can produce high-value, lighter products. 





GDP SHARE AND GROWTH BY SECTOR 
(in percent) 


Sectoral 
Share of GDP Growth Rates 
1960 1970 1981 1982(I-II) 1981 1982(1I-II) 
~ (At constant 1968 factor cost) 


Goods Sector 21% 9 29% 28% 10.2 
Manufacturing 13 22 21 ; 
Construction 4 6 16. 
Other Goods 1 

Services Sector 71 72 
Trade (including ie ob 

tourism) 23 22 
Transport §& 

Communications 11 18 19 
Financial §& 

Business Services 14 17 18 
Utilities 3 3 3 
Other Services 14 10 10 


current factor cost) 


Goods Sector 
Manufacturing 
Construction 
Other Goods 

Services Sector 

Tade (including 
tourism 35 
Transport §& Communi- 
cations 14 


Financial § Business 
Services 11 
Utilities 2 
Other Services 18 


Source: Embassy estimates based on data from the Ministry of Trade 
Industry 
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CONSTRUCTION: The building and construction sector boomed by 34.2 percent 
increase in the first half. Much of this was generated by the acceleration of 
the public housing program run by the Housing and Development Board (a 
statutory body). Expenditures for the public housing program are budgeted to 
exceed US $1.0 billion in this fiscal year, and the Government aims to 
complete 141,000 units by 1985. Private sector projects or government /private 
projects to put up new apartment blocks, office towers, hotels and other 


facilities are also forging ahead in this booming sector; the number of hotel 
rooms will double by 1985. 


SERVICES AND TRADE: The trade sector advanced by a low 2.5 percent in the 
first half, and its share of GDP fell from 23 to 22 percent. Total goods 
trade during the period was US $25.1 billion; imports were US $14.4 billion 
and exports were US $10.7 billion, resulting in a trade deficit of US $3.7 
billion (vs.‘US $3.3 billion last year). 


Singapore's traditional importance as an entrepot city has been supplemented 
to a degree to its role as a regional manufacturing base. This is reflected 
by the growth in domestic exports, whose percentage of all exports rose from 
65 percent in mid-1981 to 67 percent in June of this year, in spite of poor 

export orders. Petroleum and related products accounted for over a third of 
Singapore's imports and almost half of its domestic exports. 


Singapore's major imports in the first half of 1982 were crude petroleum for 
refining, intermediate inputs for the electronic industry, equipment and 
machinery for the manufacturing sector, and iron and steel for the 
construction industry. Domestic exports consisted largely of refined 
petroleum products, electronic consumer and industrial products and 
semi-conductors, oil rigs and clothing. Crude rubber remained the most 
important commodity in the re-export trade. 


Singapore's leading trade partners during the first six months were, as usual, 
Malaysia, Japan and the United States. Japan was the major supplier of goods 
to Singapore. While most exports were destined for Malaysia, a large 
proportion was re-exports of manufactured goods from third countries. The 
United States and Japan were tied as the largest buyers of the Republic's 
domestic exports. Singapore's success in diversifying its external markets is 
shown by the fact that each of its top five trading partners (including Saudi 
Arabia solely because of its crude oil exports), hold average shares of only 
12.6 percent of Singapore's total trade. Its largest trading partner, 
Malaysia, accounts for only 14.8 percent of total trade. 


The U.S. shares of Singapore's imports and exports were 12.3 and 11.9 percent 
respectively, down from 12.9 and 12.6 percent recorded for the same period 
last year. While the value of imports from the U.S. rose by a meagre 0.3 
percent, exports to the U.S. fell by 2.5 percent. Total Singapore/U.S. trade 
dropped by 0.87 percent to US $3.0 billion in the first half of this year. 





SINGAPORE'S MAJOR TRADING PARTNERS, 1982(I-II) 


illions 


Percent of 


Worldwide 
Total Trade 


Malaysia 


[leading imports: 


[leading exports: 


Japan 


[leading imports: 


[leading exports: 


United States 


[leading imports: 


[leading exports: 


Saudi Arabia 


[leading imports: 
[leading exports: 


EEC 


[leading imports: 


[leading exports: 


Note: 


Total 
Trade 


Exports 
$ 1.8 


Imports 


14.8 $ 3.7 $ 1.9 
petroleum § products ($0.84), 
crude rubber ($0.26), 

electrical machinery ($0.15) ]. 
petroleum § products ($0.58), 
electrical machinery ($0.15), 
industrial machinery ($0.10) ]. 


14.6 Sh 7 
iron §& steel ($0.45), 
telecommunication apparatus ($0.31), 
electrical machinery ($0.27)]. 
petroleum § products ($0.74), 
non-ferrous metal ($0.04)], 
electrical machinery ($0.04). 


$ 2.5 


12.1 $ 3.0 $ 
electrical machinery ($0.35), 
general industrial machinery ($0.25), 
special industrial machinery ($0.14)]. 
electrical machinery ($0.35), 
telecommunication apparatus ($0.18), 
transport equipment ($0.13)]. 


1.8 


11.7 $ 2.9 $ 2.6 
petroleum § products ($2.58)]. 

cereals § cereal preparations ($0.14), 
vegetable oils ($0.05), 


telecommunication apparatus ($0.02). 


10.0 $ 2.5 $ 
transport equipment ($0.18), 

general industrial machinery ($0.16), 
electrical machinery ($0.15)]. 


telecommunications apparatus ($0.14), 
electrical machinery ($0.13), 
crude rubber ($0.10) ]. 


Electrical machinery includes electronic components and assemblies. 


Totals do not add up because of rounding. 





The largest categories of imports and exports worldwide and to the United 
States are:- 


WORLDWIDE WITH U.S. 
VALUE VALUE 


COMMODITY (US$b) % OF TOTAL COMMODITY (US$b) % OF 


Imports Pet. & prod. 4.93 34.3 Elect. mach. 0.35 20. 
Elect. Gen. indust. 
mach. - 1.11 7° machinery 0.25 
Gen. indust. Special 
machinery 0.70 ° indust .mach. -14 
Iron & steel 0.67 ° Power gen. 
Transp. machinery 013 
equip. 0.52 ° Sci'fic instr. 0.08 


Pet. §& prod. 3. ° Elect. mach. 35 
Elect. mach. 0. ° Telecom. 

Telecom. appar. -18 
appar. 0. ° Transp. equip. 0.13 
Crude rubber 0. Clothing -10 
Transp. Crude rubber -06 
equip. 0. 


Domestic 

Exports Pet. & prod. 3. . Elect. mach. 
Elect. mach. 0. 8. Telecom. 
Telecom. appar. 
appar. 0.42 . Transp. equip. 
Transp. Clothing 
equip. 0.23 ° Pet. & prod. 
Clothing 0.19 é 


Source: Department of Statistics. 





While Singapore continued to attract visitors, the growth rate of tourist 
inflow declined. Total arrivals increased by 4.5 percent, to 1.4 million for 


the first six months, compared to 10.4 percent for all of 1981. The hotel 
occupancy rate fell to 79 percent from the high eighties. Most tourists were 
from Japan, Indonesia and Malaysia. 


The financial and business services sector grew 15.3 percent in real terms. 
This relatively impressive increase was only a modest drop from the 18.0 
percent achieved last year. Loans from banks and finance companies to all 
non-bank sectors rose, but at flatter rates. Bank loans to the buoyant 
building and construction industry recorded the highest increase, and housing 
loans by finance companies also rose steeply. In terms of absolute value, the 
trade sector took the largest slice of bank loans. 


Toward the end of the first quarter speculation concerning possible increases 
in U.S. interest rates prompted banks to reduce their interbank activities, 
which in turn caused a decline in the assets of the Asian Dollar Market in 
April and May. Interbank activities rebounded in the following months as 
interest rates in the U.S. firmed in the summer, prior to their August 
decline. Fueled by an influx of foreign commercial and merchant banks, the 
increasing volume of business in U.S. dollar-denominated certificate of 
deposit and loan syndication, and the volatility of exchange rates, the total 
assets of the Asian Currency Units operated by local and foreign banks rose to 
a new peak of US $100.3 billion in August. The expansion of the market was 
plainly being held down, nonetheless, by the general slowdown in trade and 
international financing activity. The Asian dollar market grew 58 percent in 
1981. In August of this year, its growth from August 1981 was a still 
impressive 40.0 percent, and total assets held offshore were up "only" 16.9 
percent over December 1981. 


Share prices and the volume of stocks traded on the Stock Exchange of 
Singapore (SES) plunged to new lows in August, perhaps influenced in part by 
the gloomy economic forecast made by Prime Minister Lee Kuan Yew in his 
National Day speech. Also, poor profit performances by many large companies 
on the local exchange were reinforced by the decline of the New York and Hong 
Kong exchanges through the first half. Over the first six months of the year, 
more than US $4.7 billion in market value was lost by the 100 largest 
corporations quoted on the SES. In late August, however, the SES rebounded in 
parallel with the sudden rally on Wall Street, and this rally continued later 
in spite of the collapse of the Hong Kong market in the wake of U.K. Prime 
Minister Thatcher's China visit. Hong Kong's jitters seem to have broken the 
customary close linkage between the two regional exchanges, and the bullish 
trend on the New York market appears to have become predominant in the minds 
of local investors. 





Sept. Dec. March Aug. Sept. 
1981 1981 1982 1982b/ 1982 


S'pore Straits Times 
Index of 30 Indust. 649.1 780.8 727.4 557.07 662.6 
S'pore Business Times 

Indicator 2. 116,560 111,123 177,137 159,712 198,676 
Stock Exchange of 

S'pore Index 

(Indust. § Commer. ) 596.1 668.3 562.1 416.84 487.5¢/ 


Index of the day's ten most active counters. 
Mid-August index/indicator. 
End of September. The month's average is not available. 


Volume traded: 1979 : 962.6 1980 : 2183.6 1981 : 2734.1 1982(I-II) : 
661.5 
(million units) 


The transportation and communications sector was the only sector other than 
construction whose performance during the first half bettered the previous 
year's. The number of vessels which entered and left the port rose by 9.4 
percent at mid-year. Although civil aircraft landings dropped, the number of 
passengers increased. Telecommunication services, especially out-going 
international telex and telephone calls, recorded healthy increases. 


LABOR: Companies in a number of sectors reduced their work forces during the 
First three quarters, either by attrition or outright layoffs. Most layoffs 
appeared to affect female unskilled or semi-skilled production workers. 
Reductions were concentrated most heavily in the manufacturing sector, and 
especially within the labor-intensive electronics assembly and textile/garment 
industries. In contrast, the construction sector is still beset by a labor 
shortage. Layoffs remained a small percentage of the overall work force, and 
most of those laid off in the manufacturing sector were reported to have found 
jobs with little difficulty. The labor market as a whole remained relatively 
tight. 


The Government announced its intention to reduce the economy's reliance 
on foreign workers, particularly unskilled and menial workers. These now 
represent some 10 percent to 15 percent of the work force. Recruitment of 
such workers will be discouraged by a monthly levy on their wages, to be paid 
by employers. The Government has also announced that it will cease to issue 
new work permits for foreign workers from such "non-traditional" sources as 
India, Bangladesh, and Sri Lanka. 





Labor productivity grew only 1.6 percent in the first quarter and by a 
negligible 0.3 percent in the second. This was a striking contrast to the 5.4 


percent increase achieved in 1981 as a result of the Government's campaign to 
encourage a switch to investment in more capital-intensive production 
methods. It appears to represent the usual decline to be expected in 
manufacturing in the early stages of a downturn in the business cycle, as 
production declines outstripped management's readiness and ability to reduce 
its work force. Productivity was down in manufacturing and trade and rose in 
construction, transportation, and communications. 


The National Wages Council (NWC), a tripartite body representing the 
Government, employers, and labor, is charged with issuing yearly guidelines 
for wage increases. 1982 marked the end of a three-year period in which the 
Government used the NWC guidelines to enforce heavy increases in wage bills to 
force employers to shift to greater use of capital-intensive production 
processes. Average increases during 1979-1981 were 20 percent. In order to 
preserve Singapore's export competitiveness, the NWC this year issued 
guidelines which would raise take-home pay by 0.75 to 4.75 percent. 


The Government also announced that it would gradually remove itself from its 
direct role in future NWC wage negotiations, leaving management and labor to 
negotiate wages directly at the industry or company level. It is hoped by the 
Government that this will promote a better perception by workers of the 
connection between their wage demands and the economic viability of the 
companies involved. 


PUBLIC SECTOR: Government spending (both current and development expenditure) 
during the First six months of 1982 was S$4.29 billion, while revenue was 
S$4.62 billion, giving the Government a $325 million surplus. The latter 
represents a 38.4 percent drop over the same period last year. This was 
attributed to a larger increase in government expenditure (27.8 percent), 
especially development spending (35.1 percent), against a slower growth in 
revenue (18.0 percent). 





CALENDAR YEAR 
FY 1982 FY 1982(1) 1982(I - II) 
(Budget ted) (Actual) (Actual) 
(Billion Singapore dollars) 
Current Expenditures 5.59 0.89 é 
Development Expenditures 6.85 0.84 ‘ 
Total Expenditures 12.44 1.74 : 
Current Revenue i 2.01¢/ ‘ 
Development Fund Income 1.74 ~ 
ames -3.060/ 0.27b/ 0.32b/ 


8 
1 
9 
1¢/ 


a/ _ Development Fund Income for FY 81 as estimated by the Embassy from 
published Government information. 


b/ Excludes CPF revenue. 


c/ Includes both current revenue and Development Fund income. 


Note: Fiscal year 1982 runs from April 1, 1982 to March 31, 1983. 
Fy 1982 I runs from April 1 to June 30, 1982. 


Revenue collected by the Customs and Excise Department rose by only 3.9 
percent, to S$382 million. Among the major items, import and excise duty 
collections on liquors, sugar, tobacco and petroleum fell. On the other hand, 
property taxes turned in a high 37.3 percent increase, due to higher rentals 
and property assessments. Rising incomes also contributed to higher income 
tax and payroll tax collections. 


IMPLICATIONS FOR THE UNITED STATES 


Despite the flattening of Singapore's overall growth curve, this island 
republic will remain an attractive location for U.S. investment and a 
profitable market for U.S. exporters of goods and services. 


The Government's industrial restructuring program favors certain investments 
and discourages others. Investment in such labor-intensive fields as simple 
electronics assembly will attract little Government support and will face 
relatively high labor costs and labor shortages. Generous tax incentives and 
other assistance can be expected by firms interested in setting up 
manufacturing operations in such areas as computers and related components and 
systems; industrial electronics; precision engineering; robotics and 
computer-operated numerically-controlled (CNC) metal-working equipment ; 
aviation components and servicing; medical equipment; and other 
capital-intensive, high-growth sectors. Investors will find that, in addition 
to financial and capital infrastructure assistance, the Government will also 
provide financial and institutional support for worker training. 





On the trade side, the outlook remains favorable for industrial and office 
products which can be used to increase labor productivity. These include 
computers and word processors, process control equipment, and other equipment 
for the automation of manufacturing, assembly, raw material processing, and 
warehousing and cargo handling. Local affluence (per capita GNP above US 
$5,000 per year) also indicates continued demand for consumer goods, 
particularly more fashionable and prestigious lines, and processed foods. In 
this area, exporters should keep in mind that Singapore also serves consumers 
in Malaysia and Indonesia. As a regional center for petroleum exploration and 
refining, Singapore will also continue to import oilfield equipment and 
refining equipment, although at reduced levels for the near to mid-term. 


A number of major projects in the public and private sector will be of 
interest to vs vendors. As noted above, construction of the US $2.4 billion 
Mass Rapid Transit System (MRT) will begin in the fourth quarter of 1983. 
Tenders for the civil works and mechanical and engineering segments of this 
project will be issued in the spring of 1983, with pre-qualification of firms 
beginning in December 1982. The Public Utilities Board plans to construct two 
major electrical generating plants. The first, a 750 MW plant, has tenders 
out now for gas generation equipment and boilers. A second, 500 MW plant is 
still in the planning stages. Telecoms, the combined telecommunications and 
postal agency, will spend US $1.5 billion over the next five years on its 
facilities. Projects on which U.S. suppliers may still bid include fiber 
optics lines, telex switching equipment, and undersea cables. The Port of 
Singapore Authority (PSA) has budgeted US $750 million in capital outlays for 
projects including three to five new container berths, new warehouses, and 
other facilities. In the private sector, three US $500 million 
office-hotel-shopping development projects are underway (Marina Center, 
Rahardja Center, and Raffles City) and will continue to produce opportunites 
for U.S. suppliers. Others are on the drawing boards, including Marina South, 
Marina East, and substantial redevelopment along the banks of the Singapore 
river. I.M. Pei has been awarded the contract for drawing up a master plan 
for the Marina South area, which is envisioned as a new urban subcenter for 
business district expansion. In civil aviation, Singapore International 
Airline (SIA) has deferred new aircraft purchases for the moment, but will 
consider additional fleet acquisitions within the next four-five years. SIA 
will be considering buying four to nine twin-engine, medium-range aircraft, 
depending on market conditions. 


Trade opportunities in Singapore extend beyond the Republic's domestic 
market. The country is a regional sales, servicing, and warehousing center. 
The sales offices of many foreign firms here have regional responsibilities, 
and local agents and distributors often possess the rights to market their 
suppliers' goods regionally. For these reasons, Singapore tends to be the 
first place for first-time exporters to Southeast Asia to locate or look for 
representation. 
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This report was prepared by State Department officers in the Economic Section 
of the American Embassy in Singapore. The Foreign Commercial Service 
contributed to the section dealing with implications for the United States. 
Companies interested in general economic and financial information about 
Singapore may contact the Economic Section directly. 


More specific advice on the establishment of trading or investment activities 
in Singapore can be obtained from the Commerce Department's Foreign Commercial 
Service, represented in Singapore by the Commercial Section of the Embassy and 
the associated U.S. International Marketing Center. The latter is responsible 
for trade promotion and arranging U.S. participation in trade exhibitions in 
Singapore and other countries in South East and South Asia. The following 
trade promotion events are planned in Singapore during Fiscal Year 1983: 
Textile Fabrics Trade Mission (March 15-16, 1983); Sporting Goods Trade 
Mission (May 5-6, 1983); Computa '83 (May 11-15, 1983 - for computer and 
information processing technology); Medic Asia '83 (May 23-26, 1983 - for 
medical and hospital equipment); Franchising Trade Mission (May 26-27, 1983); 
and Asia Energy '83 (September 6-9, 1983 - energy generation equipment). 

Firms interested in participating in these activities should contact their 
nearest Commerce Department District Office. 


Business people planning to visit Singapore should write or telex several 
weeks in advance, if possible, to ensure that any required assistance can be 
arranged. The embassy's address is American Embassy, 30 Hill Street, 
Singapore 0617. When writing from the United States, the FPO address may be 
used: American Embassy - Singapore, FPO San Francisco 96699. The Embassy's 
telephone number is 338-0251. Parties wishing to contact the Embassy by telex 
must use the telex number for the International Marketing Center: RS 25079. 
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